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ANALYSIS OF CLAIM RATIO, RISK-BASED CAPITAL AND VALUE-ADDED
INTELLECTUAL CAPITAL: A COMPARISON BETWEEN FAMILY AND
GENERAL TAKAFUL OPERATORS IN MALAYSIA

Nur Amalina Syafiga Kamaruddin®, Norizarina Ishak?, Siti Raihana Hamzah®, Nurfadhlina Abdul
Halim* and Ahmad Fadhly Nurullah Rasade®
1.2.3.4Faculty of Science and Technology, Universiti Sains Islam Malaysia, 71800 Nilai, Malaysia
SFaculty of Economics and Muamalat, Universiti Sains Islam Malaysia, 71800 Nilai, Malaysia
(*famalsyfg@gmail.com, 2norizarina@usim.edu.my, 3sraihana@usim.edu.my,
*nurfadhlina@usim.edu.my, *fadlynurullah@usim.edu.my)

Insurance industry played important roles in world especially in well-developed countries. Takaful
which has been getting on-going popularity in insurance sector must maintain good market growth.
Thus, this study aimed to assess the financial performance of Takaful operators through Claim Ratio,
Risk-Based Capital (RBC) and Intellectual Capital. The study was conducted using panel data set of
15 listed Takaful operators in Malaysia over the period 2015-2019, taken from the operators’ audited
financial statements. The results were obtained by computing Claim Ratio, minimum capital level
required in RBC and the Value-Added Intellectual Capital (VAIC) score. The result of Claim Ratio
showed that family takaful fund has higher Claim Ratio which indicated low profit as compared to
general takaful fund. The RBC result also supported that the general takaful performed better than
most of family takaful by fulfilled the supervisory target capital level of 130% as required by Bank
Negara Malaysia (BNM). As for VAIC score, most of the Takaful operators showed positive VAIC
scores which mean they able to fully utilized company’s resources that lead to an out-standing
management leader stewardship. This study further assists Takaful operators to incorporate the
Intellectual Capital method for better improvement in assessing their future performance.
Keywords: Takaful, Claim Ratio, Risk-Based Capital, Intellectual Capital

1. Introduction

Takaful is an Islamic insurance form in which participants contribute money to a pool scheme in
order to guarantee each other against liability or injury with regards to the Islamic principle called
Shariah. The pool of donations received creates the Takaful fund. Any claims submitted by
participants are compensated out of the takaful fund and the remaining surplus after taking into
consideration of future claims estimation will be share together among the participants. A takaful
operator is entrusted to manage the fund, who runs the operation commercially as a business venture
for profit. The takaful industry is being supervised by BNM under Takaful Act 1984. In order to
assess financial strength of insurance companies, many popular methods have been widely
introduced which resulted in different outcomes and interpretations on the financial performance of
that particular insurer. RBC is a method of determining the required amount of capital necessary for
a reporting agency to finance its overall business activities considering the scale and level of risks.
RBC restricts the level of risk a business can face since it applies concept greater amount of risks
comes with greater amount of capital that business entity must hold. The creation of calculation
frameworks that better describe the intangible preferences of financial institutions which represent
values overlooked by existing accounting practices is among the major concerns. Although physical
capital is vital to successful operations, the focus on human resources and talent capabilities is critical
to fostering business success. According to Bontis (1998), the growing influence of human capital
are among defining characteristic of modern economy which has now gained considerable attention
of influential factors such as economic rivalry. This could be recommended to encourage enterprises
improve its performance, Intellectual Capital seems to have become an essential aspect.
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According to BNM (2018), health insurance and family takaful steady increase within lower 40%
income level known as B40 is extremely low relative to general insurance and takaful, with such a
policy held by just 30.3%. Because of a lack of knowledge regarding services and products, the
Malaysian industry is affected by poor insurance penetration. Through the start to the end of 2019,
the launch of the latest B40 scheme which is known as mySalam succeeded to extend both
conventional insurance and takaful coverage of protection. This initiative will continue to expand
market share for insurers in upcoming years (Insurance Services Malaysia, 2019). Thus, this study
fills in the gap by extending the usage of Intellectual Capital as one of the approaches in analyzing
performance of takaful operators. This study aims to evaluate the financial performance of Takaful
operators in Malaysia through Claim Ratio, RBC and VAIC approaches. This study is expected to
help researcher or rating firm to discover whether VAIC is useful in evaluating the performance of
insurance companies so they can apply and improve this method in future. This research also helps
students and business person that have interest in finance or insurance to get better knowledge and
to guide them in more crucial future research on this topic whereby the financial performance is a
common financial indicator that been widely used.

2.  Literature Review
2.1 Background of Malaysian Takaful Operators

BNM adopts a risk-based supervisory strategy for insurers and Takaful, to ensure the integrity and
financial soundness of the insurance industry. The amount of the capital that they must reserve in
order to survive during any financial crisis which is the level of capital required by BNM is 130%.
Whichever insurance operators who do not fulfill the level of capital required by BNM will undergo
stricter supervisory actions or restructuring measures.

Threat leading to unpredictable circumstances including the international economic meltdown
and industrial progress, both conventional insurance and Takaful add tremendous value in risk
hedging as well as limiting demand for products and growth. Of more than 60% of the Muslim
population of 18 million citizens, Malaysia is opening up a big market segment for Takaful industry.
The unacceptability of conventional insurance within Muslim people therefore driven the Takaful
providers to be founded to meet their customers' demands. He figured out the factors affecting
demand of the insurance and Takaful across ASEAN and Middle East Regions by using panel data
from 2015 until 2014 on 14 Asian countries whom run both conventional and Takaful insurance. At
the end of the study, income, financial sector and urbanization did influence demand of both
conventional and Takaful insurances meanwhile it was opposite for dependency ratio (Akhter and
Khan, 2015).

According to Husin (2019), the takaful market in Malaysia has witnessed substantial development
despite being relatively new. While the Malaysian government is working to improve takaful and
make the nation a Shariah insurance powerhouse in Southeast Asia, several concerns have emerged
that might stifle the country's takaful growth potential. He also applauds the BNM governor's
statement in 2018 that certain takaful workers, who are among the most well qualified, are paid 15%
less than conventional labor.

2.2 Approaches Used in Assessing Financial Performance of Insurance Industry
2.2.1 Claim Ratio

A study found that insurance providers are actively checking for ways of avoiding the accumulation
of claims and boost the policyholders' cumulative claims satisfaction. But late on, the unwavering
fascination with top-line growth leads insurers to consider all risks to raise market share but instead
engage in the signing of claims. Worse still, insurance firms appear to always be lacking track of the
fact that lawsuits are the firm's main platform and yet are determined by their clients on their track
of claims. Then, he studied the effect of Claim Ratio since the high underwriting loss affect non-life
insurance companies in India along with its relationship on net premium income and performance of
twenty-four public and private non-life insurance companies. He distinguished claim history of both
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types of non-life insurance companies using two-independent sample t-test. the data collected based
on 10-year interval from 2002 to 2003 until 2011 to 2012. As a result, strong correlation exists
between Net Premium Income and Claim Ratio in non-life insurance companies with no difference
in claim history of public and private life insurers (Das, 2017).

Muhamat (2017) stated it is vital to know that profit gains from general takaful sector are being
used by the takaful operator to optimize the value of the takaful contribution whereas short-term
contract terms schemes were often included in general takaful. Therefore, the financial health of the
takaful operator would be impaired by plenty of claims events. He further studied how factors
highlighted in various articles such as number of accidents, fraud on Takaful claims and the amount
coverage protection affected the claims of general insurance over 10 years period. The results were
obtained through descriptive analysis, correlation and computation of Claim Ratio which then
concluded that all three factors had positive impacts towards company’s takaful claim. This proved
the importance of Claim Ratio as the tool to evaluate the condition of Takaful claim.

2.2.2 Risk-Based Capital

Tarsono (2019) studied seventeen life insurance companies listed under Indonesia Stock Exchange
market that being affected by Net Premium Growth, Claim Ratio and RBC on their financial
performances. The data collected from 2014 to 2018 through Insurance Statistics of which those
companies had registered on Financial Services Authority (OJK). The performance of insurance
companied measured using ROA against the three independent variables of NPG, Claim Ratio and
RBC. Due to nonexistence of any random or common effects, fixed effect regression model has been
selected using Chow test and Hausman test. He found that both Net Premium Growth and Claim
Ratio did not influence the financial performance, instead RBC was the only one affected it.

Nasution (2019) studied performance of fifteen insurance companies through financial ratios
analysis while make comparisons on minimum RBC achievable by Islamic insurance companies in
Indonesia and Takaful operators in Malaysia against the minimum regulatory RBC requirement. The
data collected through financial statements from listed companies that have been registered on OJK
and BNM for year 2017 which concluded RBC variable still weak since the standard deviations
observed on both countries insurance companies were quite high. Both also being indicated as less
ideal due to the liquidity and RBC which fell under required limit. For Malaysian Takaful operators,
liquidity, balance of assets and return on investment have a huge impact on the competitiveness of
Islamic insurance companies whereby RBC, equity ratio, and fund balance ratio have a major effect
on the competitiveness of Indonesian Islamic insurance firms.

2.2.3 Intellectual Capital

According to Nasir & Idris (2017), the VAIC component has a substantial influence on ROA,
including variations in the VAIC component having a major effect on the profitability, notably the
39 Islamic financial institutions’ return on assets in Malaysia. When contrasted toward other VAIC
elements, the other elements of VAIC revealed a statistically significant connection with both ROA
and CEE. Despite this, HCE was shown to have no statistically significant impact on ROA. The study
revealed that VAIC had no statistically significant effect on ROE when it came to the effects of IC
on ROE. Furthermore, both HCE and SCE had a substantial contribution to ROE, with only SCE
showing a significant effect on ATO. As aresult, the link across 1C’s efficiency and company success
somehow does not appear to have a clear vision.

Kweh (2019) investigated the link between intellectual capital (IC) and company performance,
and also the variations in IC's impact on firm performance across enterprises either with or without
public sector control by using VAIC method. During 2010 and 2015, studies analyzed at over 200
publicly listed firms in Malaysia. The study discovered that IC has a favorable impact on company
performance and is crucial in improving firm performance, with HCE and CEE being more important
than SCE in terms of firm performance. Government ownership, on the other hand, is detrimental to
the success of a business. HCE performed better in non-government-owned businesses than in
government-owned businesses.
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S. Mohamad & Bujang (2019) assessed the impact of intellectual capital on Malaysian financial
businesses from multiple viewpoints which are the efficiency of intellectual capital and also the
impact of intellectual capital on business performance which measure by ROA. The data for this
research was based on the published annual reports of 21 financial listed companies on the Malaysian
stock exchange, Bursa Malaysia, from 2011 to 2015. According to the findings, there seems to be a
significant relationship amongst VAIC and return on investment (ROI), with a higher VAIC value
resulting in a better ROI. Firms with greater levels of CEE, HCE, and SCE contribute to financial
performance in a positive way.

3. Research Methodology
3.1 Data Collection

Data regarding the Takaful operators in Malaysia is obtain from annual report provided on each
company’s websites. The data on financial statement included from 2015 until 2019 to analyze using
RBC, Claim Ratio and Intellectual Capital methods accordingly. This study has included all Takaful
operators that have been registered under BNM as licensed financial institutions.

3.2 Methods
3.2.1 Claim Ratio

A Claim Ratio will analyze the amount of real payments that insurers or Takaful providers are spent
out of the total premiums or donations that they obtain from the policyholders. In this situation a high
ratio will reflect a reduced risk profile and a more productive business. The value of the net claim
incurred and net contributions are provided in each company’s financial statement. The value for net
claim incurred will be in bracket since the value indicates the amount of claim that company has paid
throughout financial year. The formula to calculate Claim Ratio is stated per below:

Claim ratio = Net claim incurred/Net contribution 1)

3.2.2 Risk-Based Capital

To calculate the RBC ratio, every insurance operator will be sorted out on the basis of the formula
Capital Adequacy Ratio (CAR). Through CAR, financial strength of the operator will be evaluated
whether it fulfills the supervisory requirement of capital through computation total capital available
(TCA) and total capital required (TCR). The TCA value on each takaful fund are well-provided in
the financial statement of every Takaful operator. Therefore, no calculation on TCA will be compute.
The TCR for takaful will be calculated based on capital charges on both takaful funds and shareholder
funds. Below is the CAR formula that evaluates the sufficiency of available capital to cover the
necessary capital needed which comes in the form of companies and shareholder’s fund:

TCA
CAR = ——X100% 2

3.2.3 Intellectual Capital

According to a study made by Pulic (2000), a list of steps will be applied to VAIC score. Below is
the VAIC formula:

VAIC™ = VACA + VAHU — SCVA (3)

where

Value Added Capital Employed: VACA = VA/CA
Value Added Human Capital: VAHU = VA/HU
Value Added Structural Capital: SCVA = SC/VA
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VACA is the value addition to the capital employed and CA is the capital employed that is equivalent
to the gross asset book value minus the intangible asset. Thus, VA is revenue generated by a company
usually extracted from the two sources of Human Capital (HU) and Structural Capital (SC). Since
wage is not considered as expense because such forms of costs play a significant and important role
in profit production and are known as capital, thus we may quantify value added using the following
expression:

VA=0OP+EC+D+A (4)
where,
VA: value added,
OP: operational profit,
EC: employee cost,
D: deprecation,
A: amortization.

We will calculate VAHU which is the calculation of the HU cost showing the benefit contributed to
each dollar charged as the salary of the workers. Another component is SCVA which means the
efficiency of structural capital. The formula is as below:

SC=VA-HU (5)

4. Analysis and Findings
4.1 Claim Ratio Analysis

An insurance company is considering having good performance by clients, investors or existing
policyholder whenever Claim Ratio incurred by that particular insurance company is higher. This
will build trust from policyholders and investors on that company’s achievement. However, from the
perspective of insurer itself, high Claim Ratio indicates they gain lower profits based on their
company’s performance which then might affect their future progress.

The table shows that incurred Claim Ratio for Prudential BSN company is lowest for family
takaful fund which means this company gain quite high profit after paying the claim amount
throughout the five-year interval. However, for general fund, Prudential BSN is in great loss in the
year 2018 as the incurred Claim Ratio is highest among ratios that have been evaluated. This is
because the amount of claim received by the company is greater than the contributions. Apart from
that, Etiga Berhad, Hong Leong MSIG and Takaful Ikhlas Berhad encounter lower profits since the
incurred Claim Ratio for family takaful fund are higher.

Table 1: Claim Ratio of 15 Takaful operators according to takaful fund

Company Year Claim Ratio Company Year | Claim Ratio
Family General Family General
Takaful Takaful Takaful Takaful
AlA 2015 62.93% Prudential BSN 2015 | 29.28% 3.35%
2016 65.51% 2016 | 31.54% 10.01%
2017 68.13% 2017 | 32.96% 8.95%
2018 64.55% 2018 | 32.49% 2272.73%
2019 74.01% 2019 | 33.26% NA
AmMetLife 2015 62.50% Sun Life 2015 | 54.04%
2016 82.78% 2016 | 50.67%
2017 76.04% 2017 | 64.11%
2018 76.52% 2018 | 49.14%
2019 74.10% 2019 | 84.71%
Etiga 2015 70.26% 63.81% | Syarikat Takaful 2015 | 66.12% 26.49%
2016 79.50% 55.59% | Malaysia Berhad 2016 | 64.21% 36.94%
2017 90.26% 56.79% 2017 | 53.89% 45.90%
2018 73.17% 58.65% 2018 | 52.90% 49.14%
2019 108.70% | 62.28% 2019 | 41.65% 47.08%
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FWD 2015 63.61% Takaful Ikhlas Berhad 2015 | 77.35% 40.65%
2016 67.80% 2016 | 111.86% 60.15%
2017 56.81% 2017 | 94.52% 49.32%
2018 72.79% 2018 | 70.69% 60.93%
2019 123.30% 2019 | 93.62% 30.52%
GreatEastern 2015 44,08% Zurich Takaful Berhad 2015 | 70.10% 70.84%
2016 46.08% 2016 | 56.77% 71.81%
2017 49.61% 2017 | 73.09% NA
2018 48.86% 2018 | 51.77% 63.69%
2019 69.99% 2019 | 68.69% 67.46%
Hong Leong 2015 79.49% 17.72%
MSIG 2016 77.99% | 26.43%
2017 75.07% 36.62%
2018 69.38% NA
2019 82.54% NA

4.2 Risk-Based Capital Analysis

The table below shows the level amount of capital required by BNM for each takaful fund of either
family takaful or general takaful according to the fifteen listed Takaful operators.

Table 2: RBC amount per fund of 15 Takaful operators

Company RBC (%)

Family Takaful General Takaful

2015 2016 2017 2018 2019 Average | 2015 ‘2016 |2017 |2018 |Average

AlA 35.99 24.89 23.91 68.76 61.64 43.04 -

AmMet 100.48 | 115.35 | 61.30 55.47 45.32 75.58 -

Life

Etiga 342.84 | 482.75 | 38456 | 221.61 | 214.72 | 329.30 528.58 ‘ 767.50 ‘ 610.23 ‘ 78.78 ‘ 496.27
FWD 299.18 | 297.61 | 349.21 | 389.46 | 397.49 | 346.59 -

Great 29.93 45.47 36.83 40.37 8.53 32.22 -

Eastern

Hong 162.91 | 126.23 | 91.96 80.21 115.90 | 115.44 229.61 | 332.58 | 339.32 327.96 | 307.37
Leong

MSIG

Prudential 12.05 12.00 102.62 | 95.14 84.02 61.17 156.86 | 160.35 | 157.45 143.45 | 15453
BSN

Sun Life 142.82 | 135.74 | 87.93 13530 | 122.75 | 12491 -

Syarikat 17171 | 17390 | 175.74 | 139.18 | 183.97 | 168.90 250.96 | 321.78 | 307.73 260.53 | 285.25
Takaful
Malaysia
Berhad

Takaful 39.62 34.67 28.23 21.19 23.78 29.50 192.63 | 159.66 | 84.28 17596 | 153.13
Ikhlas

Zurich 132.67 | 332.83 | 866.18 | 500.14 | 381.24 | 442.61 116.12 | 258.58 | 1202.55 | 374.46 | 487.93
Takaful

Table 2 shows that Etiga Berhad, Syarikat Takaful Malaysia Berhad and Zurich Takaful Berhad for
both general and family takaful business achieve the satisfied amount of capital required by BNM in
RBC frameworks which is 130%. Meanwhile, for company that only provides family business, FWD
is considered to follow the requirement of supervisory target capital level with the CAR amount of
346.59%. For general business, the average of CAR amount for five-year interval are considered to
be good since those companies able to achieve the minimum capital required by having more than
130% amount of capital.
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The following tables display the VAIC score for year 2015 and 2019 along with its three components
value according to fund made by fifteen Takaful operators.

Table 3: VAIC value in 2015

Year Company Value Added Intellectual Capital (VAIC)
Family Takaful General Takaful
VACA | VAHU |[SCVA [VAIC [VACA ‘ VAHU ‘ SCVA ‘ VAIC
2015 AlA -0.7074 | 1.0791 0.0733 0.4450 -
AmMet -1.1029 | 1.4769 0.3229 0.6968 -
Life
Etiga -0.5593 | 15.7758 | 0.9366 | 16.153 | -1.4269 ‘254.2975 ‘0.9961 ‘253.8667
FWD 1.1820 0.1540 1.3360 -
Great -2.2987 | 2.5533 0.6083 0.8629 -
Eastern
Hong 1.1708 0.1459 1.3166 1.3374 0.2523 1.5896
Leong
MSIG
Prudential | 9.7954 -2.8051 | 1.3565 8.3469 -2.8202 | 1.0377 0.0363 -1.7461
BSN
Sun Life 0.3436 4.2571 0.7651 5.3658 -
Syarikat -3.2809 | 3.4926 0.7137 0.9253 -1.6330 | 1.7383 0.4247 0.5301
Takaful
Malaysia
Takaful 0.4017 1.5165 0.3406 2.2588 2.3288 1.6100 0.3789 4.3176
Ikhlas
Zurich -2.4818 | 1.0317 0.0307 -1.4194 NA 1.1430 0.1251 1.2681
Takaful
Table 4: VAIC value in 2019
Value Added Intellectual Capital (VAIC)
Year Company Family Takaful General Takaful
VACA VAHU SCVA VAIC VACA ‘ VAHU I SCVA I VAIC
2019 AlA -0.0791 0.4048 14704 | -1.1447 | -
AmMet Life -0.8311 1.7199 0.4186 1.3074 | -
Etiga -0.8448 22.3426 | 0.9552 | 22.4531 | -1.5152 ‘ 1.8842 ‘ 0.4693 ‘ 0.8382
FWD 13.3360 1.0064 0.0064 | 14.3487 | -
Great Eastern -1.0464 2.1040 0.5247 1.5823 | -
Hong Leong
MSIG 0.1048 1.3842 0.2775 1.7665 0.0325 1.1893 0.1592 | 1.3810
Prudential BSN 16.8787 -5.9184 1.1690 | 12.1292 | -2.5638 1.2052 0.1703 | 1.1883
Sun Life 0.2964 3.2308 0.6905 4.2177 | -
Syarikat Takaful
Malaysia -2.8669 6.7069 0.8509 | 4.6910 | -0.3084 | 1.6673 | 0.4002 | 1.7592
Takaful Ikhlas 0.6643 1.6368 0.3890 2.6901 2.4136 1.3905 0.2808 | 4.0849
-305.
Zurich Takaful 0.0863 -306.6216 | 1.0033 5320 -0.7510 2.8801 0.6528 | 2.7819

In the year of 2015, referring to the family takaful fund column in Table 3, Etiga surpassed all other
14 Takaful operators with the VAIC score of 16.1531. Followed by Prudential BSN and Sun Life
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with the score of 8.3469 and 5.3658 respectively. Meanwhile amongst 6 general Takaful operators,
Etiga is the top performer with the score of 253.8667, followed by Takaful Ikhlas and Hong Leong
MSIG with the score of 4.3176 and 1.5896 respectively. According to the above analysis, the top
performer for both type of fund amongst Takaful operators remains with Etiga, therefore this
company outshined other Takaful operators by showing the highest score of VAIC for both
categories.

Table 4 shows the top performers for family takaful fund remain with Etiga, FWD and Prudential
BSN. Meanwhile for general takaful, the top performers are Takaful Ikhlas, Zurich Takaful and
Syarikat Takaful Malaysia Berhad. In conclusion, the higher the VAIC score, it indicates that the
Takaful operators have an excellent management stewardship since they managed to utilize their
resources efficiently.

4. Conclusion

Different techniques will provide different assessment on performance of Takaful operators,
therefore combination of several techniques can enhance better performance of Takaful operators in
future. Intellectual Capital technique must be incorporate by Takaful operators and other industry in
assessing their company’s performance as the technique covers overall aspects of the company, not
focus only on financial aspect. For insurance companies, it is good to keep assess their Claim Ratio
because they able to predict whether their business can maintain sufficient capital or not in the future,
for them to meet their customers’ protection demand. RBC indicator is indeed a mandatory part for
all insurance operators to meet in order to avoid any supervisory authorization by BNM. As a
consequence, further studies need to be carried in much more relevant circumstances whereby the
study period must contain longer period to produce accurate results and also by including more
financial ratios to observe Takaful operators both in short and long term in terms of its operational
and financial performance. Also, it is recommended that intellectual capital will be a significant topic
for future research towards Takaful industry.
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